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We affirm that: 

We are certified public accountants licensed to practice in Michigan. 

We further affirm the following material, “no” responses have been disclosed in the financial statements, including the notes, or in the  
Management Letter (report of comments and recommendations). 
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Check each applicable box below. (See instructions for further detail.) 

1.   All required component units/funds/agencies of the local unit are included in the financial statements and/or disclosed in the 
reporting entity notes to the financial statements as necessary.  
 

2.   There are no accumulated deficits in one or more of this unit’s unreserved fund balances/unrestricted net assets 
 (P.A. 275 of 1980) or the local unit has not exceeded its budget for expenditures. 
 

3.   The local unit is in compliance with the Uniform Chart of Accounts issued by the Department of Treasury. 
 

4.   The local unit has adopted a budget for all required funds. 
 

5.   A public hearing on the budget was held in accordance with State statute. 
6.   The local unit has not violated the Municipal Finance Act, an order issued under the Emergency Municipal Loan Act, or  

other guidance as issued by the Local Audit and Finance Division. 
 

7.   The local unit has not been delinquent in distributing tax revenues that were collected for another taxing unit. 
 

8.   The local unit only holds deposits/investments that comply with statutory requirements.  
 

9.   The local unit has no illegal or unauthorized expenditures that came to our attention as defined in the Bulletin for  
Audits of Local Units of Government in Michigan, as revised (see Appendix H of Bulletin). 
 

10.   There are no indications of defalcation, fraud or embezzlement, which came to our attention during the course of our audit  
that have not been previously communicated to the Local Audit and Finance Division (LAFD). If there is such activity that has 
not been communicated, please submit a separate report under separate cover. 
 

11.   The local unit is free of repeated comments from previous years. 
 

12.   The audit opinion is UNQUALIFIED. 
 

13.   The local unit has complied with GASB 34 or GASB 34 as modified by MCGAA Statement #7 and other generally  
accepted accounting principles (GAAP). 
 

14.   The board or council approves all invoices prior to payment as required by charter or statute. 
 

15.   To our knowledge, bank reconciliations that were reviewed were performed timely. 
 

If a local unit of government (authorities and commissions included) is operating within the boundaries of the audited entity and is not 
included in this or any other audit report, nor do they obtain a stand-alone audit, please enclose the name(s), address(es), and a 
description(s) of the authority and/or commission. 
I, the undersigned, certify that this statement is complete and accurate in all respects. 
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Independent Auditor’s Report 

 

To the City Council 
City of East Lansing, Michigan 
 
We have audited the accompanying financial statements of the governmental activities, the 
business-type activities, the aggregate discretely presented component units, each major fund, 
and the aggregate remaining fund information of the City of East Lansing, Michigan as of and for 
the year ended June 30, 2006, which collectively comprise the City’s basic financial statements as 
listed in the table of contents. These financial statements are the responsibility of the City of East 
Lansing, Michigan’s management. Our responsibility is to express opinions on these financial 
statements based on our audit. 

We conducted our audit in accordance with auditing standards generally accepted in the United 
States of America and the standards applicable to financial audits contained in Government 
Auditing Standards, issued by the Comptroller General of the United States. Those standards 
require that we plan and perform the audit to obtain reasonable assurance about whether the 
financial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant estimates made by management, 
as well as evaluating the overall financial statement presentation. We believe that our audit 
provides a reasonable basis for our opinions.  

In our opinion, the financial statements referred to above present fairly, in all material respects, 
the respective financial position of the governmental activities, the business-type activities, the 
aggregate discretely presented component units, each major fund, and the aggregate remaining 
fund information of the City of East Lansing, Michigan as of June 30, 2006 and the respective 
changes in financial position and cash flows, where applicable, thereof for the year then ended, in 
conformity with accounting principles generally accepted in the United States of America. 
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To the City Council 
City of East Lansing, Michigan 
 

Our audit was conducted for the purpose of forming opinions on the financial statements that 
collectively comprise the City of East Lansing, Michigan’s basic financial statements. The 
management’s discussion and analysis and the budgetary comparison schedule - General Fund, as 
identified in the table of contents, are not a required part of the basic financial statements but 
are supplemental information required by the Governmental Accounting Standards Board. The 
introductory section, other supplemental information, and statistical section, as identified in the 
table of contents, is presented for the purpose of additional analysis and is not a required part of 
the basic financial statements. The budgetary comparison schedules, combining balance sheets, 
and combining statements of revenue, expenditures, and changes in fund balance have been 
subjected to the auditing procedures applied in the audit of the basic financial statements and, in 
our opinion, are fairly stated in all material respects in relation to the basic financial statements 
taken as a whole. We have applied certain limited procedures to the management’s discussion, 
which consisted principally of inquiries of management, regarding the methods of measurement 
and presentation of the required supplemental information. However, we did not audit the 
information and express no opinion on it. The introductory section and statistical section have 
not been subjected to the auditing procedures applied by us in the audit of the basic financial 
statements and, accordingly, we express no opinion on them. 
 
In accordance with Government Auditing Standards, we have also issued our report dated 
October 16, 2006 on our consideration of the City of East Lansing, Michigan’s internal control 
over financial reporting and on our tests of its compliance with certain provisions of laws, 
regulations, contracts, grants, and other matters. The purpose of that report is to describe the 
scope of our testing of internal control over financial reporting and compliance and the results of 
that testing, and not to provide opinions on the internal control over financial reporting or on 
compliance. That report is an integral part of an audit performed in accordance with Government 
Auditing Standards and should be considered in assessing the results of our audit. 

        

October 6, 2006 
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Operating Information 
Full-time Equivalent Government Employees 

 2003  2004 2005 2006

5.50        6.50        6.25        6.25        
30.50      30.50      31.50      31.50      
13.50      15.00      13.00      13.00      
10.50      10.50      11.00      12.25      
15.50      16.00      17.25      16.25      

3.50        3.50        3.50        4.00        
4.00        3.50        3.75        3.75        
4.50        3.50        3.50        3.50        

12.00      11.00      13.00      13.00      
4.00        4.00        4.00        4.00        

101.50    100.50    102.25    99.25      
54.00      54.00      53.00      53.00      
11.00      8.50        10.50      10.50      
12.00      13.00      14.00      13.75      

23.00      22.00      20.00      22.00      
6.00        10.00      7.00        8.00        

23.00      33.00      28.50      28.50      
33.00      33.00      27.00      28.25      

8.00        8.00        8.00        8.00        

48.75      107.50    93.00      89.75      
18.50      18.50      22.00      22.75      

442.25  512.00  492.00  491.25  

 











 

City of East Lansing, Michigan 

 

Federal Awards 

Supplemental Information 

June 30, 2006 
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Independent Auditor's Report 

To the Honorable Mayor and  
    Members of the City Council 
City of East Lansing, Michigan 
 

We have audited the financial statements of the governmental activities, the business-type 
activities, the aggregate discretely presented component units, each major fund, and the 
aggregate remaining fund information of the City of East Lansing, Michigan as of and for the year 
ended June 30, 2006, which collectively comprise the City's basic financial statements, and have 
issued our report thereon dated October 6, 2006. Those basic financial statements are the 
responsibility of the management of the City of East Lansing, Michigan.  Our responsibility was 
to express an opinion on those basic financial statements based on our audit. 

We conducted our audit in accordance with auditing standards generally accepted in the United 
States of America and the standards applicable to financial audits contained in Government 
Auditing Standards, issued by the Comptroller General of the United States.  Those standards 
require that we plan and perform the audit to obtain reasonable assurance about whether the 
basic financial statements are free of material misstatement.  An audit includes examining, on a 
test basis, evidence supporting the amounts and disclosures in the basic financial statements.  An 
audit also includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation.  We believe that 
our audit provides a reasonable basis for our opinion. 

Our audit was conducted for the purpose of forming opinions on the financial statements that 
collectively comprise the City of East Lansing, Michigan’s basic financial statements. The 
accompanying schedule of expenditures of federal awards and reconciliation of basic financial 
statements federal revenue with schedule of expenditures of federal awards are presented for 
the purpose of additional analysis and are not a required part of the basic financial statements.  
The information in these schedules has been subjected to the auditing procedures applied in the 
audit of the basic financial statements and, in our opinion, is fairly stated in all material respects in 
relation to the basic financial statements taken as a whole. 

 

 

October 6, 2006 
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Report on Internal Control Over Financial Reporting and on Compliance and 
Other Matters Based on an Audit of Financial Statements Performed in 

Accordance with Government Auditing Standards 
 
To the Honorable Mayor and  
    Members of the City Council 
City of East Lansing, Michigan 
 

We have audited the financial statements of the governmental activities, the business-type 
activities, the aggregate discretely presented component units, each major fund, and the 
aggregate remaining fund information of the City of East Lansing, Michigan as of and for the year 
ended June 30, 2006, which collectively comprise the City’s basic financial statements, and have 
issued our report thereon dated October 6, 2006. We conducted our audit in accordance with 
auditing standards generally accepted in the United States of America and the standards 
applicable to financial audits contained in Government Auditing Standards, issued by the 
Comptroller General of the United States. 

Internal Control Over Financial Reporting 

In planning and performing our audit, we considered the City of East Lansing, Michigan’s internal 
control over financial reporting in order to determine our auditing procedures for the purpose 
of expressing our opinion on the financial statements and not to provide an opinion on the 
internal control over financial reporting.  Our consideration of the internal control over financial 
reporting would not necessarily disclose all matters in the internal control over financial 
reporting that might be material weaknesses.  A material weakness is a reportable condition in 
which the design or operation of one or more of the internal control components does not 
reduce to a relatively low level the risk that misstatements caused by error or fraud in amounts 
that would be material in relation to the financial statements being audited may occur and not be 
detected within a timely period by employees in the normal course of performing their assigned 
functions.  We noted no matters involving the internal control over financial reporting and its 
operation that we consider to be material weaknesses. 

Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the City of East Lansing, Michigan’s 
financial statements are free of material misstatement, we performed tests of its compliance 
with certain provisions of laws, regulations, contracts, and grant agreements, noncompliance 
with which could have a direct and material effect on the determination of financial statement 
amounts.  However, providing an opinion on compliance with those provisions was not an 
objective of our audit and, accordingly, we do not express such an opinion.  The results of our 
tests disclosed no instances of noncompliance or other matters that are required to be reported 
under Government Auditing Standards. 



To the Honorable Mayor and  
    Members of the City Council 
City of East Lansing, Michigan 
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This report is intended solely for the information and use of management, federal awarding 
agencies, and pass-through entities and is not intended to be, and should not be used by anyone 
other than these specified parties. 

 

 

October 16, 2006 
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Report on Compliance with Requirements Applicable to Each Major Program and  
on Internal Control Over Compliance in Accordance with OMB Circular A-133 

 
 
To the Honorable Mayor and  
    Members of the City Council 
City of East Lansing, Michigan 

Compliance 

We have audited the compliance of the City of East Lansing, Michigan with the types of 
compliance requirements described in the U.S. Office of Management and Budget (OMB) 
Circular A-133 Compliance Supplement that are applicable to its major federal program for the 
year ended June 30, 2006. The major federal program of the City of East Lansing, Michigan is 
identified in the summary of auditor’s results section of the accompanying schedule of findings 
and questioned costs.  Compliance with the requirements of laws, regulations, contracts, and 
grants applicable to each of its major federal programs is the responsibility of the City of East 
Lansing, Michigan’s management.  Our responsibility is to express an opinion on the City of East 
Lansing, Michigan’s compliance based on our audit. 

We conducted our audit of compliance in accordance with auditing standards generally accepted 
in the United States of America; the standards applicable to financial audits contained in 
Government Auditing Standards, issued by the Comptroller General of the United States; and 
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.  Those 
standards and OMB Circular A-133 require that we plan and perform the audit to obtain 
reasonable assurance about whether noncompliance with the types of compliance requirements 
referred to above that could have a direct and material effect on a major federal program 
occurred.  An audit includes examining, on a test basis, evidence about the City of East Lansing, 
Michigan’s compliance with those requirements and performing such other procedures as we 
considered necessary in the circumstances.  We believe that our audit provides a reasonable 
basis for our opinion.  Our audit does not provide a legal determination on the City of East 
Lansing, Michigan’s compliance with those requirements. 

In our opinion, the City of East Lansing, Michigan complied, in all material respects, with the 
requirements referred to above that are applicable to its major federal program for the year 
ended June 30, 2006. 



To the Honorable Mayor and  
    Members of the City Council 
City of East Lansing, Michigan 
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Internal Control Over Compliance 

The management of the City of East Lansing, Michigan is responsible for establishing and 
maintaining effective internal control over compliance with requirements of laws, regulations, 
contracts, and grants applicable to federal programs.  In planning and performing our audit, we 
considered the City of East Lansing, Michigan’s internal control over compliance with 
requirements that could have a direct and material effect on a major federal program in order to 
determine our auditing procedures for the purpose of expressing our opinion on compliance and 
to test and report on internal control over compliance in accordance with OMB Circular A-133. 

Our consideration of the internal control over compliance would not necessarily disclose all 
matters in the internal control that might be material weaknesses.  A material weakness is a 
reportable condition in which the design or operation of one or more of the internal control 
components does not reduce to a relatively low level the risk that noncompliance with 
applicable requirements of laws, regulations, contracts, and grants caused by error or fraud that 
would be material in relation to a major federal program being audited may occur and not be 
detected within a timely period by employees in the normal course of performing their assigned 
functions.  We noted no matters involving the internal control over compliance and its operation 
that we consider to be material weaknesses. 

This report is intended solely for the information and use of management, federal awarding 
agencies, and pass-through entities and is not intended to be and should not be used by anyone 
other than these specified parties. 

 

 

October 16, 2006 



City of East Lansing, Michigan 
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of Federal Awards.   
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Schedule of Expenditures of Federal Awards 
Year Ended June 30, 2006 

Federal Agency/Pass-Through Agency/Program Title

CFDA 

Number

Entity 

Project/Grant 

Number

Award

Amount

Federal 

Expenditures

U.S. Department of Housing and Urban Development -
Community Development Block Grants - Entitlement grant: 14.218

B-03-MC-26-0024 752,000$          24,872$            
B-04-MC-26-0024 727,000            376,790            
B-05-MC-26-0024 690,456            339,529            
B-06-SP-MI-0470 (Special Project Grant) 346,500            185,823            

Total Community Development Block 
    Grants 2,515,956         927,014            

U.S. Department of Homeland Security - Emergency
Management Performance Grants - HSFEEM-Disaster 1603 97.042 05-P-5151 99,460              56,334              

U.S. Department of Justice -
Office of Justice Programs - Bureau of Justice Assistance:

Local Law Enforcement Block Grant - 2005-LB-BX0856 16.592 21,860              15,945              
Bullet Proof Vest Grant - 01008442 16.607 2,678                892                   
Passed through the City of Lansing - COPS Interoperable

Communications Technology Grant - 2005-IN-WX0009 16.710 447,621            19,560              

Total Office of Justice Programs 472,159            36,397              

U.S. Department of Transportation - Operation

Nightcap - City of East Lansing 20.600 OHS-31 14,185              14,185              

U.S. Department of Health and Human Services
Help America Vote Act 90.401 7,284                7,284                
Voting Equipment Grant 90.401 108,672            108,672            
Passed through Ingham County - National Family Caregiver 
    Support 93.052 F3ECG 9,950                9,950                

Total U.S. Department of Health and 
    Human Services 125,906            125,906            

Environmental Protection Agency - Office of Water -
Passed through the State of Michigan - Capitalization Grants 

for Clean Water State Revolving Funds 66.458 2,878,178         703,038            

Total federal awards 6,105,844$     1,862,874$     

 



City of East Lansing, Michigan 
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Reconciliation of Basic Financial Statements 
Federal Revenue with Schedule of Expenditures 

of Federal Awards 
Year Ended June 30, 2006 

Revenue from federal sources - As reported on financial statements
(includes all funds) 865,341$        

Revenue not available to finance expenditures of the current period (GASB 33) 185,823          

Federal revenue reported as long-term debt on basic financial statements 703,038          

Capital contribution for government-wide statement of activities 108,672          

Federal expenditures per the schedule of expenditures of federal awards 1,862,874$   



City of East Lansing, Michigan 

Notes to Schedule of Expenditures of Federal Awards 
Year Ended June 30, 2006 
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Note 1 - Significant Accounting Policies  

The accompanying schedule of expenditures of federal awards includes the federal 
grant activity of the City of East Lansing, Michigan and is presented on the same basis 
of accounting as the basic financial statements.  The information in this schedule is 
presented in accordance with the requirements of OMB Circular A-133, Audits of 
States, Local Governments, and Non-Profit Organizations.  Therefore, some amounts 
presented in this schedule may differ from amounts presented in, or used in the 
preparation of, the basic financial statements. 

Note 2 - Subrecipient Awards 

Of the federal expenditures presented in the schedule, federal awards were 
provided to subrecipients as follows: 

Federal Program
CFDA

Number

Amount 
Provided to 

Subrecipients

Community Development Block Grant 14.218  $           103,568 
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Section I - Summary of Auditor's Results 

Financial Statements 
 
Type of auditor’s report issued: Unqualified 

Internal control over financial reporting: 

• Material weakness(es) identified?           Yes    X    No 

• Reportable condition(s) identified that are  
not considered to be material weaknesses?            Yes    X    None reported 

Noncompliance material to financial  
statements noted?            Yes    X    No 

Federal Awards 
 
Internal control over major program: 

• Material weakness(es) identified?           Yes    X    No 

• Reportable condition(s) identified that are  
not considered to be material weaknesses?            Yes    X    None reported 

Type of auditor’s report issued on compliance for major program:  Unqualified 

Any audit findings disclosed that are required 
to be reported in accordance with  
Section 510(a) of Circular A-133?           Yes    X    No 

Identification of major program: 

CFDA  Number(s) Name of Federal Program or Cluster

14.218 Community Development Block Grant

 

Dollar threshold used to distinguish between type A and type B programs:   $300,000 

Auditee qualified as low-risk auditee?     X    Yes          No



City of East Lansing, Michigan 

Schedule of Findings and Questioned Costs (Continued) 
Year Ended June 30, 2006 
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Section II - Financial Statement Audit Findings  

Reference 
Number  Findings 

  None 
 
 

Section III - Federal Program Audit Findings  

Reference 
Number  Findings 

   None 
 



 

City of East Lansing, Michigan 
 

Report to the City Council  
 

June 30, 2006 
 



To the Honorable Mayor and 
 Members of the City Council 
City of East Lansing, Michigan 
 
 

 

We recently completed our audit of the financial statements of the City of East Lansing, Michigan 
for the year ended June 30, 2006. During the performance of our audit, we had the opportunity 
to observe items related to the internal controls and operations as a whole that we would like to 
bring to your attention. All items are presented for your consideration on attachments as 
outlined below.  
 Title  Page 

 Recommendations    

 Property Taxes  2 

 Solid Waste Fund  2 

 Retiree Health Care Benefits  3 

 Legislative Matters    

 Revenue Sharing  4-5 

 Update on Business Tax Reform    5 

 Cable Franchise Fees  5 

 Task Force Report Issued on Local Government Finance  5-6 

 Special Road Project Monies  6 

 Considering a Transit Tax?  6 

 911 Surcharge Sunset Extended  6 

 Government Wins Headlee Challenge  7 

 Ballot Proposals  7 
 
We appreciate the opportunity to be of service to the City of East Lansing. The cooperation 
extended to us by your staff throughout the audit was greatly appreciated. We look forward to 
continuing our relationship with the City. Should you wish to discuss any of the items included in 
this letter, we would be happy to do so. 

 

 

 
October 6, 2006 



 

  

Recommendations 



City of East Lansing, Michigan 
Recommendations 
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During the audit of the fiscal year ending June 30, 2006, we made several observations of the 
City’s operations to which we would like to draw attention.  The following items are considered 
improvements that we noted which could help to improve the efficiency of the City’s day-to-day 
activities and financial reporting.  
 
Property Taxes 

• Approximately $57,000 of delinquent personal property taxes, which are past due by 5 
to 9 years, are reflected within the general ledger  Although these amounts have been 
reserved for, we recommend that the City consider their collectibility and write them off 
if they are deemed uncollectible. 

• Taxes levied for debt service are not recorded within the applicable debt service fund as 
these amounts are reflected as revenue in the General Fund and then transferred to the 
Debt Service Fund. During the current year, the City collected approximately $69,000 
more in tax revenue than the current year debt service requirements related to 
unlimited tax general obligation bonds.  We recommend property tax revenue levied for 
debt service be reported directly in the Debt Service fund.  This reporting will reflect any 
excess of tax levy over the required principal and interest expenditures within the fund, 
and therefore, reflect the restriction on these collections. 

• The City currently has a separate millage for Solid Waste and collects taxes for this 
purpose only.  The City uses a percentage of the total tax levy amount of the City to 
allocate tax revenues to the Solid Waste Fund.  Typically, the actual voted or approved 
millage amount should be used to record revenue for each of the related purposes.  This 
allocation method caused the Solid Waste fund to be allocated approximately $35,000 
more than the actual tax levy.  We recommend that the City use the actual millage in 
recording property tax revenues to adequately account for these funds properly. 

 
Solid Waste Fund 

• The City has accumulated approximately $900,000 of fund balance within the Solid 
Waste Fund.  This amount has been legally restricted as the revenues of this fund are 
derived from property tax collections for this purpose.  As there are post-closure costs 
and remediation efforts going on in relation to landfill the City operated during the 1960s 
(now Burcham Park), it appears these funds can be used for these costs.  The City should 
continue to monitor the costs of this fund and these related post-closure and 
remediation costs in order to adequately set the requested millage for solid waste.  Once 
the post-closure and remediation costs are known, the City may need to modify their 
plan for the use of the accumulated funds. 



City of East Lansing, Michigan 
Recommendations 
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Retiree Health Care Benefits 
 
The Governmental Accounting Standards Board has released Statement Number 45, Accounting 
and Reporting by Employers for Postemployment Benefits Other Than Pensions. The new 
pronouncement provides guidance for local units of government in recognizing the cost of 
retiree health care, as well as any "other" postemployment benefits (other than pensions). The 
intent of the new rules is to recognize the cost of providing retiree health care coverage over 
the working life of the employee, rather than at the time the health care premiums are paid. 
These new rules will apply to the government-wide financial statements rather than the 
individual fund level. Therefore, the manner in which retiree health care benefits are budgeted 
will not change, unless you begin funding the benefits (however, as discussed below, there are 
incentives to do so). 
 
The new pronouncement will require a valuation of the obligation to provide retiree health care 
benefits, including an amortization of the past service cost over a period of up to 30 years. The 
valuation must include an annual recommended contribution (ARC). While the ARC does not 
need to be funded each year, any under funding must be reported as a liability on the 
government-wide statement of net assets. This valuation will need to be performed by an 
actuary if the total participants exceed 100. Participants are defined as employees in active 
service, terminated employees not yet receiving benefits, plus retirees and beneficiaries 
currently receiving benefits. For plans with 100 to 200 participants, the actuarial valuation must 
be at least every three years; for those over 200 participants, at least every other year.  
 
This statement is being phased in over a three year period, similar to GASB 34. It is effective for 
fiscal years beginning after December 15, 2006, 2007, or 2008 depending on whether your 
revenues are over $100 million, between $10 million and $100 million, or under $10 million, 
respectively. Remember that planning to make the annual recommended contribution generally 
requires up to three to six months for an actuarial valuation plus six months lead time to work 
the numbers into the budget. Therefore, we recommend that you begin the actuarial valuation 
at least one year prior to the above dates.  
 
The GASB statement has provided substantial incentive to fund the obligation in accordance with 
the annual recommended contribution. In addition to the normal fairness issue of paying for a 
service as you use it, the GASB has directed that lower rates of return be used for evaluating the 
annual recommended contribution in situations where the recommended contribution is not 
being funded. This will significantly increase the calculation of the following year's contribution. 
So – funding the contribution will actually reduce your long run cost. 



 

 

Legislative Matters 
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Revenue Sharing 
 
This year's budget discussion offered hope of an increase in revenue sharing from the last several 
years.  Revenue sharing was identified as a priority by the Legislature during its initial budget 
discussions in the winter and several proposals existed which included a blanket increase in 
revenue sharing of several percent and one which tied the increase in revenue sharing to local 
governments who demonstrated that they had engaged in service sharing, service consolidation, 
etc.  In the end, the summer budget compromises that occurred in July saw no increases in 
revenue sharing over the last several years.   
 
However, an additional appropriation was made for special census payments in 2006.  The 
revenue sharing act does provide that a city, village, or township with a minimum 10 percent 
population growth confirmed by a special census, and levying at least one mill, is eligible for an 
annual payment for a portion or all of the growth in population.   Despite this, even if the local 
government meets these criteria, funds for the special census payment must be appropriated by 
the Legislature.  Therefore, there is risk that a community with a 10 percent or greater 
population increase since the 2000 census will incur the time and expense of a special census and 
not have monies appropriated by the Legislature. 
 
With the appropriation reductions to revenue sharing since 2001 (including approximately $600 
million in fiscal year 2006/2007 over amounts calculated by the statutory formula), a number of 
townships are no longer receiving any statutory revenue sharing.  To accomplish the 
appropriation reductions mandated in the State's budget, the State is required to reduce the 
statutory portion of a local unit's revenue sharing, (remember that the constitutional portion 
cannot be adjusted).  Many townships no longer have any statutory revenue sharing remaining as 
a result.  For those communities, because sales tax collections have increased, their revenue 
sharing is actually increasing because they are now only receiving constitutional revenue sharing.  
Essentially, the remaining amount of statutory revenue sharing in the State's budget 
(approximately $400 million) is supporting cities, villages, and larger urban townships.   
 
The statutory formula sunsets in 2007, so these remaining statutory revenue sharing dollars will 
receive considerable attention next year.  Next year, the State will also need to begin dealing 
with counties again as it relates to statutory revenue sharing.  In fiscal year 2004/2005, the State 
eliminated statutory revenue sharing received by counties (which was approximately $182 
million in fiscal year 2003/2004) and, in return, allowed the counties to advance the levy of their 
operating millage to July from December.  The additional monies from the earlier levy were 
utilized to create a reserve fund by the counties to replace lost statutory revenue sharing.  The 
expectation is that when the reserve funds at individual counties become depleted, the counties 
will re-enter the State's statutory revenue sharing formula.  It is very possible that the return of 
county statutory revenue sharing could be at the expense of city, village, and township statutory 
revenue sharing. 
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Revenue Sharing (Continued) 
 
Considering the unknown impact of the State's budget crisis, the anticipated sunset of the 
statutory formula, and the elimination of the single business tax (see "Update on Business Tax 
Reform") on state shared revenue, we encourage you to develop a contingency plan to deal with 
possible additional reductions to this revenue item.   
 
Update on Business Tax Reform (and its impact on local government) 
 
On August 9, 2006, the Michigan Legislature approved a voters' legislative "initiative" to repeal 
the Michigan Single Business Tax ("SBT") for tax years beginning after December 31, 2007, two 
years earlier than it was originally slated to end. In addition to the repeal, the law requires the 
Michigan Department of Treasury to prorate the SBT to result in the equivalent of zero tax on 
business activity occurring after December 31, 2007.  Previously, the SBT was scheduled to be 
repealed for tax years beginning after December 31, 2009.   
 
Currently, there is no plan for replacement of this $1.9 billion in lost revenue to the State. If no 
replacement revenue is identified, statutory revenue sharing may become a target to fill the hole 
in the State's budget.   
 
Cable Franchise Fees 
 
The State of Michigan has joined a number of other states considering statewide cable TV 
franchising.  There is a bill (HB 6456) that would create a state video service authorization 
system that would replace the current system of local franchising of cable TV providers, and also 
would apply to new providers who would provide service through phone lines. Providers would 
have to provide customers with local stations and "public access" stations, as is currently 
required for cable systems. Providers would have to pay a fee of up to five percent of gross 
revenues that would be given to local governments in lieu of the current local cable franchise 
fees.  The legislature has decided to wait until after the November elections to continue 
discussions regarding this bill. 
 
Task Force Report Issued on Local Government Finance 
 
In 2005, the Governor commissioned a task force to further study Michigan's Municipal Finance 
Model.  The Commission has completed their work and released their report in May 2006.  
Findings of the report include: 
 

• Revenue for local governments is flat, or declining, due to reductions in state revenue 
sharing and the interaction of the Headlee Amendment and Proposal A.  Mature urban 
centers have been impacted the hardest. 
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Task Force Report Issued on Local Government Finance (Continued) 
 
• While revenues have been restricted, many expenditures are increasing beyond the control 

of local government.  The expenditures include, but are not limited to health care, pension 
liabilities, and public safety costs. 

 
• The current finance system, based on obsolete revenue foundations, is not resilient or 

flexible enough to withstand out-migration of taxpayers, whether due to economic 
downturn or availability of developable land. 

 
• Legacy costs of postemployment benefits to retired workers threaten to overtake the 

majority of available new revenue for local units. 
 
• Deferring maintenance on critical infrastructure such as roads, sewers, water mains, and 

buildings, to meet ongoing increases in operating expenditures has left many local 
governments with crumbling infrastructure and growing future cost liabilities. 

 
The full report can be accessed at: www.migroa.org. 
 
Special Road Project Monies 
 
As part of the Governor's 2006/2007 budget package, $80 million was proposed to assist local 
government to move forward on certain transportation projects and get greater access to 
Federal transportation matching funds.  The Legislature approved the Governor's proposal as 
Public Acts 139, 140, and 141 of 2006.  Michigan Department of Transportation officials are 
reviewing applications for the rest of the funding and the remaining recipients will be announced 
later this year.    
 
Considering a Transit Tax? 
 
Public Act 175 of 2006 was enacted which extends the previous five-year period allowed to levy 
taxes for public transportation to 25 years. This extended period provides local governments the 
ability to take advantage of federal funding that was allocated in 2005's federal transportation 
reauthorization.  Certain Federal grant requirements require that communities support a system 
for at least 25 years.  This public transportation tax does, however, require voter approval. 
 
911 Surcharge Sunset Extended 
 
Local governments receiving monies under the Emergency Service Enabling Act to support 911 
operations faced the potential elimination or change in the funding formula at December 31, 
2006.  To allow further analysis of this issue, the sunset of the Act was extended one year to 
December 31, 2007 (Public Act 249 of 2006). 
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Government Wins Headlee Challenge 
 
The Court of Appeals upheld a trial court decision in July 2006 (A&E Parking v. Wayne County 
Metro, COA docket No. 261046) that the Wayne County Airport Authority has the right to 
charge user fees to the more than three-dozen companies that sued the Airport Authority.   The 
suit against the Airport Authority alleged that the fees charged to hotels, shuttle and rental car 
companies and other users of the property that financially benefit from the airport's location 
should be deemed illegal taxes under the Headlee Amendment.  In rendering their opinion in the 
Authority's favor, the Court considered the charges appropriate and not taxes for the following 
reasons: 
 
State law permits fees 

• The users such as car rental companies and hotels with shuttles, get a benefit from the 
airport's existence. 

• The fees are not calculated arbitrarily and the users aren't forced to pay the fees.  
• The users could choose to take their business elsewhere and avoid the charge. 

 
Despite the victory, it serves as a great reminder to local governments that fees must meet the 
tests established in the Bolt Case to avoid the classification of fees as un-voted taxes in violation 
of the Headlee Amendment. 
 
Ballot Proposals 
 
There are currently five issues on the November ballot.  They include: 
 

• HJR Z which puts the trust funds that fund the Department of Natural Resources into the 
Constitution. 

• Michigan Civil Rights Initiative to constitutionally prohibit race- and gender-based 
affirmative action. 

• Referendum on PA 160, 2004 seeking voter approval of the dove hunting season law. 
• SJR E to constitutionally restrict property seizures under eminent domain to only those 

for public purposes. 
• Citizens for Education requiring inflationary increases in education spending as proposed 

by the K-16 Coalition for Michigan's Future. 
 
On September 8, 2006, the Michigan Board of Canvassers, in a 4-0 vote, elected to keep the 
proposed constitutional amendment that has been labeled "Stop Over Spending" off of the 
November 7, 2006 ballot. This proposal would have created new restrictions on local 
government finances, created tighter limits on state government revenues, and ended the 
pension system for the state legislature.  
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